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Co-operative  Societies 

AND  THE 

Income  Tax. 

Statement  by  the  Chancellor  of  the  Exchequer. 
Reprinted  from  the  “Co-operative  News”  of  Dec.  22nd,  1900. 

1 » I 

ACOEEESPONDENT,  who  approached  the  Chan- 
cellor of  the  Exchequer  on  the  question  of 
co-operative  societies  being  exenapt  from  income 
tax,  received  the  following  reply : — 

Treasury  Chambers,  Whitehall,  S.W., 
November  28th,  1900. 

Sir, — I am  desired  by  the  Chancellor  of  the  Exchequer 
to  acknowledge  the  receipt  of  your  letter  of  the  26th  inst. 
As  you  will  see  from  the  enclosed  print,  you  are  in  error 
in  thinking  that  co-operative  societies  are  exempt  from 
income  tax. — Yours  faithfully,  L.  N.  Guillemand. 

INCOME  TAX  ON  CO-OPERATIVE,  &c.,  SOCIETIES. 

STATEMENT  OF  THE  LAW. 

Co-operative  societies,  for  the  purposes  of  income  tax, 
may  be  divided  into  three  classes: — (1)  Friendly  societies; 
(2)  industrial  and  provident  societies ; (3)  societies  which 
are  neither  friendly  nor  industrial  and  provident  societies. 
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I. — FRIENDLY  SOCIETIES. 

I'riendly  societies  “ legally  established  under  any  Act 
of  Parliament  relating  to  friendly  societies”  are  by  statute 
exempt  from  income  tax  : — 

Under  Schedule  C (stock  dividends  or  interests). 

II  II  U (interests  and  other  profits  and 

gains). 

II  II  A (lands,  tenements,  or  hereditaments, 

or  heritages). 

To  obtain  this  exemption  the  society  must  satisfy  the 
requirements  of  the  Friendly  Societies  Act  (1875),  and  it 
must  not  assure  to  any  individual  member  a sum  of  more 
than  £200  or  an  annuity  of  more  than  £30.  No  friendly 
society  complying  with  the  conditions  of  the  Friendly 
Societies  Act  can  be  described  as  an  association  trading 
for  profit.  The  exemption  of  such  funds  from  income 
tax  cannot,  therefore,  be  considered  as  a hardship  by 
individual  traders  or  ordinary  trading  partnerships. 
The  exemption  in  the  case  of  friendly  societies  is  a real 
exemption — their  funds  and  property  escape  income  tax 
altogether. 

II. — INDUSTRIAL  AND  PROVIDENT  SOCIETIES. 

With  regard  to  industrial  and  provident  societies  the 
case  is  different.  There  is  no  real  exemption  of  their 
funds  from  income  tax.  It  is  true  that  societies  registered 
under  the  Industrial  and  Provident  Societies  Acts  are, 
by  statute,  under  certain  conditions,  exempt  from  direct 
assessment  to  income  tax  ; but  this  is  a mere  matter  of 
administrative  convenience,  and  does  not  relieve  from 
payment  of  income  tax  a single  member  of  such  a society 
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who  would  otherwise  be  liable.  This  will  appear  from 
the  following  explanation  ; — The  governing  principle  of 
income-tax  law  is  that  each  individual  whose  total  income 
from  all  sources  is  over  £160  a year  is  liable  to  income 
tax ; if  it  does  not  exceed  £160  he  is  exempt.  This 
principle  is  applied  both  in  the  case  of  ordinary  traders 
(individuals  or  trading  partnerships)  on  the  one  hand, 
and  co-operative  societies  on  the  other  ; but,  for  the 
administrative  convenience  of  the  collecting  authority, 
the  principle  is  applied  in  different  ways  in  the  two  cases. 

Trading  Partnerships. — Like  individual  traders,  these 
are,  as  a general  rule,  assessed  directly  to  income  tax. 
Any  member  of  the  partnership  whose  total  income  from 
all  sources  does  not  exceed  £160  is,  on  establishing  his 
claim  to  the  satisfaction  of  the  District  Commissioners, 
repaid  the  income  tax  on  his  share  of  the  profits. 

Co-operative  Societies. — It  is  important  to  bear  in  mind 
that  in  principle  it  is  not  the  firm  or  society  as  a unit 
that  is  ultimately  taxed,  but  the  individual  members 
composing  it.  Whatever  its  aggregate  profits  may  be, 
every  member  of  it  whose  total  income  from  all  sources 
does  not  exceed  £160  a year  is  entitled  to  be  relieved 
from  the  payment  of  income  tax  on  his  share  of  the 
profits;  and  every  member  whose  total  income  exceeds 
£160  is  chargeable  to  that  tax.  Thus,  even  though  the 
aggregate  profits  of  such  a society  amounted  to  £10,000 
a year,  yet  if  it  consisted  entirely  of  members  whose 
individual  incomes  from  all  sources  did  not  exceed  £160, 
none  of  the  profits  would  ultimately  be  liable  to  income 
tax. 
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It  makes  no  real  difference  whether  a co-operative 
society  is  assessed  directly  to  income  tax  or  not ; the 
distinction  simply  is,  that  if  the  society  is  assessed 
directly,  income  tax  is  deducted  from  every  member’s 
share  of  the  profits  before  he  receives  it,  but  he  can 
claim  repayment  afterwards  if  he  is  not  individually 
liable ; if  the  society  is  not  assessed  directly,  every 
member  receives  his  share  in  full,  without  any  such 
deduction,  but  he  has  to  pay  income  tax  upon  it  after- 
wards if  he  is  individually  liable.  It  thus  becomes  a 
mere  matter  of  administrative  convenience  whether  a 
co-operative  society  should  be  assessed  directly  or  not. 
It  is  evident  that  a co-operative  society  may  be  so 
composed  that  it  would  be  highly  inconvenient  to  assess 
its  profits  directly  to  income  tax.  If  the  great  majority 
of  its  members  have  incomes  of  £160  or  less  a year,  it 
would  be  a great  waste  of  trouble  and  expense  to  assess 
it  directly,  as  the  tax  would  subsequently  have  to  be 
repaid  to  a large  number  (in  some  cases,  all)  of  the 
individual  members.  In  dealing  with  such  a society,  it 
is  obviously  more  convenient  not  to  directly  assess  the 
society  at  all,  but  to  assess  any  individual  member  who 
may  be  liable. 

Industrial  and  provident  societies  registered  under  the 
Industrial  and  Provident  Societies  Acts  are  a case  which 
illustrates  this  principle.  No  member  may  have  more 
than  £200  in  such  society,  and  most  of  the  members  are 
poor  men.  The  law,  therefore,  provides  that  a society 
so  registered  “shall  not  be  chargeable  to  income  tax 
under  Schedules  C and  D unless  it  sells  to  persons  not 
members  thereof,  and  the  number  of  shares  of  the  society 
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is  limited  either  by  its  rules  or  practice.”  The  Inland 
Kevenue  authorities  interpret  the  law  as  enacting  that 
both  conditions  are  necessary  to  take  away  the  exemption. 
In  other  words,  to  escape  direct  assessment  a co-opera- 
tive society  must  satisfy  two  conditions : — (I)  It  must  be 
registered  under  the  Industrial  and  Provident  Societies 
Acts ; (2)  if  it  sell  to  non-members,  the  number  of  its 
shares  must  not  be  limited  either  by  its  rules  or  practice. 

III. — CO-OPERATIVE  SOCIETIES  WHICH  ARE  NOT  FRIENDLY 

SOCIETIES  OR  INDUSTRIAL  AND  PROVIDENT  SOCIETIES. 

All  co-operative  societies  (including  joint-stock  and 
limited  liability  companies)  which  do  not  fall  under  the 
heads  of  friendly  societies  and  industrial  and  provident 
societies,  as  above  described,  are  liable  to  direct  assess- 
ment to  income  tax.  For  instance,  the  Army  and  Navy 
Stores,  the  Civil  Service  Supply  Association  Limited,  the 
Auxiliary  Army  and  Navy  Stores,  the  Junior  Army  and 
Navy  Stores,  the  New  Civil  Service  Stores,  the  Civil 
Service  Co-operative  Stores,  the  Kensington  Co-operative 
Stores,  and  the  Bedford  Park  Stores  are  directly  assessed. 
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